Internal Revenue Sarvice Department of the Treasury
Director, Exempt Organizations P.O. Box 2508 - TE/GE Fm 6417
‘ Cincinnati, OH 45201

i ] N« - .
Date: Al 4] 202 g
= Employer Identification Number:

] Person to Contact - I.D. Number:
 ———— . ——

Cor:tact Telephone Num :-~-3:

S——

Dear 3.ir or Madam:

We have considered your application - ~ : mmption from
Fuderal income tax under the provisi - [3) of the
Interna!l Revenue Code of 1986 and it- 1X
"Regulations. Based on the available determined
that you do not qualify for the reus - ysnure I.
Corsideration was given to whether y .on under

other subsections of section 501 (c) of the Code. However, we have
concluded that you do not qualify under another subsection.

As your organization has not established exemption from Federsal income
tax, it will be necessary for you to file an annual income tax return
on Form 1041 if you are a Trust, or Form 1120 if ycu are a corporation
©r an unincorporated association. Contributions ro you are not
deductible under secrion 170 of the Code.

Tf you are in agreement with our proposed <Zenial, please sign and

return one copy of the enclused Form 6018, Consent to Proposed Adverse
Action.

You have the right to protest this proposed determination if you
believe it is incorrect. To protest, you should suomit a written
-appesl giving the facts, law and other information to Support your
position as explainci in the enclosed Fublication 392, “Exempt
Crganizations Appeal Procedures for Unagreed Issues.” The 2ppeal must
te submitted within 30 days from the date of this letter and must bc
signed by one of your principal officers. You may request a hearing
with a member of the office of the Regional Director of Appeals when
you file your appeal. If a hearing is requested, you will be
contacted to arrange a date for it. The hearing may be held at the
Regional Office or, if you request, at any mutually convenient
District Office. If you are to be represented by someone who is not
.one of your principal officers, he or she must file a proper power of
arrorney and otrerwise qualify under our Conference and Practice
Requirements as set fort! in Section 601.502 of the Statement of
srocedural Rules. S»uo ‘'2asury Department Circular No. 230.




it will be considered by the Internal Revenue Service as a failure to
exhaust available administrative remedies. Section 7428 (b) (2) of the
Internal Revenue Code provides, in part, that: -

A declaratory judgement or decree under thig Section shal}
not be issued in any proceeding unless the Tax Court, the
- Claims Court, or the district court of the United States

[f we do not hear from you within the time specified, this will become
our final determination. In that event, appropriate State officials

will be notified of this action ip accordance withrthe provisions of
section 6104 (c) of the Ccede.

Sincerely,

Sy § e

: e e
e Tlemellaal St Sies ttae -

'“'"Difector,"ékempt Organizations

Enclosures: 3
Enclosure 1
Publication 892
Form 6018
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FacEE

You were incorporated as a not-for-profit corporation GNP -

In ycur articles of incorporation the purposes of the organization for ~
which you were fcrmed are:

To care for the needs of the poor, the sick, and the needy in th
. T

GNP ond in and around NGRS T -
includes establishing and operating schools and charitable
institutions such as a home for the aged, widows, orphans,
alcoholics, drug addicts, and other persons in need of the
necessary provisions of life; it includes presenting the Gospel
of the Lord Jesus Christ by radio, television, the printed word,

recordings, and by any other means deemed advisable by the board
of directors of this corporation.

Your initial registered agent is Y -nd the initial address
of the registered office in ESNEEENISEEND ; -
Y. The articles of incorporation are signed by
S TS, S, SRR, - e ¥
rour board of directors as stated in your application are: SN
GEnp = Gl RS R Uy Y. o
—_—

fou state that financial suooort will come from donations,
fundraising, tuition and grant writing.

Enclosed in the application file are statements, resoclutions and
Schedules regarding Revenue Procedure 75-50 for private schools. These
include: Resolution of the Governing Body, Statement section 4.02,
Published Notice of Nondiscrimination, Schedule of Racial Composition,
Sched:.le of Schelarship and Loan Funds section 5.01-2,

ARTICLE VII section 7.3 of

is i .

your Bylaws shows that your fiscal year end

e P,

In your applicatioin and ii statements you submitted with your
application you state that you will operate a school named GHEINNEGNY
_ The school is located in the home of

e G T aRE——

P~

CEEED Pemm) The school activity is more than @t of your
activities (per initialed statement dated TN ) O

Ty Cc GNP c: thc administrasors and the teachers of the
school. The school has 'students for the -urrent year (VNS .)

You estimate that the school will have students for the next school
year. (see statement dated ) This number was revised for

the next school year to .because two students are moving away and
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WD additional students have enrolled. (see statement dated il
) :

For the current school year ({ -wo students are related to
the teachers and administrators. For the next school year (Sl )
@ student will be related to the teachers and administrators.
Tuition assistance is being provided to Wl students for the current
(SN school year. Tuition assistance will be provided to W
children for the next school year (SN )

GNP is receiving "uition assistance for the current school
vear, UNEEES. ¢ i1s : GNP -] the GNP

CNEERRER. -o o e TR MR R R

G (s listed as a student for the next school year, (-
- - - SRR SRR
@ ot the organization.

Schedule H was provided toc the organization but was returned blank
with the following explanaticn “[t]lhere are no grants, scholarships,
or loans t g given, only assistance is used strictly to supplement

Fivs e s mm e~ "

......... c- oY ancd * (a]s offerings
come in, the selection committee selects the applicant which receives
the assistance” and "(t]lhe availability of the assistance is made
known, providing funds are available, when an applic nt makes it known
that they need financial assistance.” Also the folln.'ing statement was
submitted ™(t]lhere are no restrictions on and no iimitations based
upon race, employment, relationsnip, or re.iqgion.”

on — the agent assigned to process the organization’s
application discussed the issue cf “earmarked” funds with P
4EEmgyP ‘ounder and governing hody member. She wanted to know if
contributions from a business or individual, for example from a
grandparent, would be deductible. She described a situation where the
contributicr would be made specifically for a student in the school.

Law

In Better Business Bureau of Washington, D.C., Inc. v. United States,
326 U.S. 279 (. .:), the presence of private benefit, if substantial

in nature, will destroy the exemption regardless of an organization’s
vther charitable purposes or activities.

Section 501(c) (3) of the Code provides, in part, for the exemption
from Federal income tax to organizations organized and operated
exclusively for charitable, religious, or educational purposes, no

part of the net earnings of which inures to the benefit of any privare
sharehclder cr individual.

. -
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Section 1.501(c) (3)-1(a) of the Income Tax Regulations provides that,

in order to be exempt as an crganization described in section

501(c) (3), an organization must be both organized and operated for one
or more of the purposes snecified in that secticn. If an organization

fails to meet either the organizational or operational test, it is not ~

exempt.

Section 1.501(c) (3)-1(d) (1) (ii) of the Regulations asserts that an
organization is not operared exclusively for exempt purposes unless it
serves a public rather than a private interest. It must not be
operated for the benefit of the persons who created it.

Section 501 (c) (3) exnressly forbids the inurement of net earnings to
the benefit of a private sharehnlder or individual. Section

1.501(c) (3)-1(c) (2) of the Regulation focuses the inurement
proscription on th.use who, by virtue of a special relationship with
the organization in question, are able to influence the expenditure of
its funds cr the use of its assets, rather than on the general rnublic,
See, for example, Church By Mail, Inc. v. Commissioner, 765 F.2d 1387
(9" Ccir. 1985); est of Hawaii v. Commissioner, 71 T.C. '067 (1979).

Gifts by a charitable organization to friends and relatives of persons

public. The recipients are natural objects of the donor’s bounty.
Therefore, vy aiiing them, the organization is serving the insider’s
private purposes. This is true even though the recipients may be
needy. In Chariecton Chair Company v. United States, 203 F. Supp. 126
(E.DS.C. 1962) a large part of a foundation’s funds used for

scholarship grants to the son of a foundation trustee results in
inurement of earnings.

In Revenue Ruling 69-257, 1969-1 CB 151 a nonprofit organization
awarding scholarships baced on scholastic ability, without regard to
financial need, may qualify for exemption under section 501 (c) (3) of the
Code. The recipients are selected from a broad class of applicants on
the basis of scholastic standing only.

Application of T.aw

Following are several paragraphs that compare and contrast the facts
and details of your organization with the court cases and revenue
rulings cited above. These expositions are arguments showing in
specific circumstances how you are similar or not similar to the
relevant law cited. Based upon the details in your application ar our
judgement regarding the applicable law we have determined that
although your purposes may be considered charitable your operational
activities promote in more than an insubstantial way other than
Ccharitable purposes.
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As in Church By Mail, Inc. v. Comrissioner your organization by virtue
cf a special relationship between the assisted individuals and your
governing body members creates a situation where the related membefs
are in a position to influence the expenditure of the organization’s
funds or the use of its assets and direct assistance to individuals
that are related to fhemselves. This activity is furthering a private,

not a public interest and prevents exempt recognition under section
501 (c) (3). ’

As 1n Charleston Chair Company v. United States your organization is
assisting relatives of persons controlling the organization. According
to this court rulin, the activity of assisting an individual that is
also a relative of an individual that is in a position of control for
the organization is described as creating inurement. This situation
even though the recipients may be needy is still considered inurement.

In Better Business Bureau of Washington, D.C., Inc. v. United States
an organization that has more than an insubstantial amcunt cf privace
benefit does not qualify under Code section 501(c) (3). The i1 formation
regarding the students attending the

@Y school for the current school year show that.% of the
students (Wi = ') are related to governing body members. You also
state that the school activity is at least @B of your uactivities.
Therefore Wl (@ x @@ = .@@P) or more of your activity can be
Characterized as serving a private interest and this is considered
substantial which precludes recognition under section 501(c) (3) of the
‘Code. ’

As 1n Revenue Ruling 69-257 you are not like this organization because
you do not select individuals for assistance from a broad class of
applicants. Additionally you have not established that you will use
objective and non-biased criteria in sel2cting individuals. This
conclusion is based upon your stated policy to provide assistance
"providing funds are available, ‘when an applicant makes it known” and
to “anyone attending who has a
need and reguests it” and you further state that “[t]here are no
restrictions and no limitaticns based upon race, employment,
relationship, or religion.”

Applicant’s Position

In the response dated ¢l you state “[i]s it the Service’s
contention that any school that does not operate solely by revenues
from tuition payments has “pre-selected” essentially all of the
students because it is charging less than is necessary for the

"maintenance of the School?” Subsidizing educaticnal activities \
generally does not prohibit exempt recognition in ~ircumstances where
activities serve a public rather than a private interest. T'.e issues
for your organization occur in part because the assistance is for
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individual students related to members, governing body members and
founders.

Your position that “(t]lhere are no grants, scholarships, or loans
being given, only assistance is used strictly to Supplement tuition to
[-1” has been considered.

You make tne statement that “(t]here is no intent on the part of the
governing board to provide a private benefit for themselves, To
correct this mtsapprehersion, the board has adopted the policy that no-
relatives of the Joverning board members are eligible for scholarship
oL tuition assistance. Tt is also instructive that the students that
are related to the boa-rd members are not part of the immediate family.
The school was not zreated or designed to benefit the families of the
governing board.” We have considered your positions and further advise

assistance. Finally, the law cited in this letter for related
individuals includes relatives and friends and does not limit the
legal implication to immediate family members.

Conclusion
—=2-Ldsion

Accordingly, you do not qualify rfor exemption as an organization
described in section 501 (c) (3) of the Code. You are organized for
private rather than public purposes within the meaning of section
l.SOl(c)(B)—l(d)(l)(ii) of the Regulations. You are not operated




